IRVING INDEPENDENT SCHOOL DISTRICT

Regular - BOARD OF TRUSTEES
6:30 PM

Irving ISD Board Room
2621 West Airport Freeway
Irving, TX 75062
Tuesday, February 18, 2020

AGENDA

l. CALL TO ORDER AND INVOCATION FOR 6:30 P.M. WORK SESSION
[I.  PUBLIC COMMENT

A. Non-Agenda Related Topics

B. Agenda Related Topics
[ll.  DISCUSSION ITEMS

A. Receive Presentation on Freeport Exemption (Moak, Casey &
Associates)

B. Receive Presentation on Fine Arts Program (L. Campbell/J. King/G.
Lawrence)

C. Receive Presentation on Athletic Program (L. Campbell/C. Roddy)
D. Discuss ltems on February 24, 2020 Regular Board Meeting Agenda
IV. ADJOURNMENT
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REVISED

RECEIVE PRF“"™ITATION ON FREEPORT EXEMPTION

Moak, Casey & Associates from Austin, Texas, will present the Freeport Exemption information.

Attachment:

1. The Impact of a Freeport Exemption on the Irving Independent
School District Preliminary Report
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Overview

Many school districts are faced with the question of whether to adopt a freeport exemption from
property taxes as a means of stimulating economic growth and keeping affected businesses in their
communities. This exemption applies to goods and inventory brought into or shipped out of the state
that is used in manufacturing-related activities within a 175-day period. Most of these districts will
receive little, if any, immediate improvement in school district revenues by granting the freeport
exemption.

In many cases, the adoption of a freeport exemption by a school district is the result of more intangible
factors—the overall economic needs of the community, the position of the school district within the
community, or the relative attractiveness of commercial and industrial concerns likely to be influenced
by the freeport issue. The freeport exemption has clearly become a major economic development tool
used to attract manufacturing-related businesses; however, every school district must begin with
consideration of the impact of the exemption on its future revenue stream.

The Irving Independent School District (IISD) has been asked to consider the adoption of a freeport
exemption in order to foster economic development in the community. This report discusses the
financial impact that the exemption would have on the finances of the district.

The Irving ISD Tax Office collected information for IISD businesses filing for the freeport exemption in
recognition of it being granted by other area local governments. For the 2019 tax year, the taxable
freeport inventory located in I1ISD is valued at $155,043,947—with 42 companies having eligible
freeport inventory. Assuming a combined M&O and I&S tax rate of $1.3425 per $100 for the 2019-20
school year, the total tax relief from a freeport exemption would reach $2.1 million for the companies
that currently have taxable freeport inventory in the District.

Of this amount, $1.66 million are M&O taxes, while the remaining $424,975 are I&S tax levies to pay
debt service costs on voter approved bonds. The initial $1.66 million M&O tax loss would largely be a
non-recurring loss due to the current-year values used to determine M&OQ state aid under the new House
Bill 3 school funding system approved for the 2019-20 school year.

IISD would expect to experience a reduction in 1&S local tax revenue of $425,000 in the 2019-20 school
year if the freeport exemption were granted, based on the 2019 data. This reduction is associated with
I&S taxes levied by IISD for debt service payments on voter-approved school bonds. 1ISD is not eligible
for state facilities funding, so there is no state aid offset for the reduction in 1&S taxes due to the approval
of a freeport exemption. The 1&S component would be a recurring revenue reduction for 1ISD.

The recurring I1&S tax reductions could be offset by reimbursement payments by the local businesses
that will benefit from the exemption. A similar procedure has been developed in other school districts
over the last two decades including McKinney, Grapevine-Colleyville, Plano, Garland, Mesquite,
Richardson, Victoria, Leander and Del Valle ISDs, among others. This procedure would involve
contractual commitments by individual companies to reimburse IISD for lost school-district revenue as
a result of granting the freeport exemption.

Over the longer term, the economic impact of the freeport exemption will be measured in part by actions
of current IISD business taxpayers. If existing companies base future plans regarding location or
expansion on the failure of the district to adopt the exemption, financial losses may occur. Beyond the
treatment of existing businesses, the freeport exemption policy of 1ISD and other local taxing units may
affect the attractiveness of the IISD area to new manufacturing businesses. Economic development
specialists argue that the lack of a freeport exemption makes it difficult to attract new businesses with
goods and inventories that may be eligible for the exemption.
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Background

This report provides the results of an analysis of the impact on IISD of a potential freeport exemption
adopted under the provisions of ART. vIiI, SECTION 1-] of the TEX. CONSTITUTION. Section 1-] was adopted
in 1989 to promote economic development. Under the provisions of this Section, in combination with
Section 11.251 of the TEX. PROP. TAX CODE, school districts and other local governments may choose to
exempt “freeport goods” from taxation. The constitutional provision adopted in 1989 provided for the
automatic exemption of freeport goods, unless governing boards of taxing units chose to tax the
property by action taken before April 1, 1990. Governmental units are free to reconsider their original
action to tax freeport goods, but once the goods are declared exempt, the decision may not be revoked.
Most local governments in Texas adopted resolutions at that time to continue to tax freeport inventory.
In the case of 1ISD, the Board of Trustees adopted a resolution to continue to tax freeport goods under
this provision on December 18, 1989.

In contrast to most constitutional provisions regarding the taxation of property, Section 1-j leaves little
opportunity for further statutory or administrative review. As a result, those jurisdictions adopting a
freeport exemption face fewer risks as a result of the potential vagaries of interpretation by future
legislatures, administrative bodies or the judicial system. Freeport goods are defined in specific terms
by the Constitution as:

“...goods, wares, merchandise, other tangible property . .. are exempt from ad valorem
taxation if: (1) the property is acquired in or imported into this State to be forwarded
outside this State . . . (2) the property is detained in this State for assembling, storing,
manufacturing, processing, or fabricating purposes. .., and (3) the property is transported
outside this State not later than 175 days after the date the person acquired or imported
the property in this State.

A 2013 constitutional amendment amended Art. 8, sec. 1-j of the Texas Constitution to authorize the
governing body of a political subdivision to extend the date by which aircraft parts with a freeport
exemption are required to be transported outside of the state. Eligible goods could be exempt from taxes
up to 730 days after being imported into or acquired in the state. An extension would apply only to the
adopting political subdivision. This specific exemption is not addressed in this report. (Grapevine-
Colleyville ISD is a local school district that approved the aircraft parts freeport exemption in 2014.)

Unlike some exemptions, a freeport exemption requires an application from the taxpayer. The deadline
in statute generally is the last day of April of the tax year for which the exemption is requested (Tax
Code §11.43(d)). Each taxpayer requesting an exemption must file an application annually and provide
the information requested by the appraisal district (Tax Code §11.43(b)). Given that Dallas County and
other local governments are currently granting the freeport exemption, it is reasonable to assume that
companies with sizable inventories of freeport goods are already filing annually for the exemption.

Under Tax Code §11.4391, a taxpayer may file a late application with the chief appraiser, under certain
considerations as to the timing of the application. In such circumstances, the taxpayer granted an
exemption after a late application must pay a ten percent (10%) penalty on the taxes that would have
been due on the inventory eligible for the exemption.

Following passage of the 1989 freeport constitutional amendment, the 1ISD Board of Trustees adopted
a resolution to continue taxation of freeport property under the provisions of the new amendment to
the Texas Constitution, as noted previously. Most local governments in Texas took similar action.
Although this decision has remained in place since 1989, simple repeal of the original resolution
constitutes approval of the freeport exemption. (In the case of 1I1SD, this is the resolution adopted on
December 18, 1989, as noted previously.) If the resolution is rescinded, the exemption automatically
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applies to t! year that b ns after the date the tionis :en, although a district may also act to
have the freeport exemption apply to the current tax year. The specific procedure is authorized by A
VIIL, § 1-)(b)(4) of the TEXAS CONSTITUTION.

During the 2001 legislative session, a second freeport constitutional amendment (also known as Super
Freeport) was approved by the House and Senate and placed on the November 6, 2001 statewide ballot.
The amendment passed easily. Under this new provision, a second freeport amendment has been added
to the TEXAS CONSTITUTION that differs from the current provision by increasing the number of days that
personal property may be held without being transported. The amendment also provides that some
property does not have to be shipped out-of-state but is limited to property held in independently
operated warehouses. Enabling legislation had been considered for three consecutive legislative
sessions after the constitutional provision was passed, but the legislation was not enacted due to the
potentially large state aid cost associated with the broader amendment in the event a significant number
of school districts adopted the new exemption. In 2007, however, HB 621 was finally passed, enabling
the Super Freeport constitutional amendment.

To clarify the Super Freeport provision as it related to independent warehouses, legislation was passed
during the 2011 session that modified an existing definition. In addition, Senate Bill 1 (2011) required
all taxing units to take official action (adopt an ordinance or resolution) between October 1, 2011, and
December 31, 2011, to provide for the taxation of goods-in-transit under the Super Freeport definition
in 2012. Districts had to conduct a public hearing prior to doing so. The failure to take official action
within the time frame would have made these specific goods-in-transit exempt from taxation beginning
with the 2012 tax year. lISD is not being asked to consider this specific form of freeport exemption and
the District acted to continue to continue to tax Super Freeport eligible items. Very few school districts
have enacted the Super Freeport exemption.

The freeport exemption is one of two primary economic development tools available to local school
districts that are encouraged by the state and afforded state offsets under the Comptroller’s state
property value study. Chapter 313 of the Tax Code allows school districts to consider property value
limitations for a ten-year period. Unlike the freeport exemption, a Chapter 313 value limitation is
granted for a specific project for which the company files an application with the local school district
that goes through an extensive review process on the part of the school district and the State
Comptroller’s Office.

Current Texas Experience

The original freeport exemption first took effect with the 1990 tax year. Many local governments
continue to tax freeport goods through the adoption of resolutions in late 1989 and early 1990. The State
Comptroller’s Office reported that 208 school districts reported exempt freeport inventory for the 2019
tax year. The map shown as Figure 1 presents these districts based on their locations.

The number of school districts that have decided to grant the freeport exemption has grown steadily
over the years. These data are illustrated in Table 1, which shows the number of school districts that
have reported exempt freeport property, the statewide value of the exemption, and the estimated tax
relief provided. The number of school districts exempting freeport goods has grown from 56 districts in
1993 to 208 districts in 2019. The value of the exemption increased from $2.2 billion in 1993 to $34.5
billion in 2019. The tax relief granted through the exemption grew from an estimated $30.8 million in
1993 to $467.7 million in 2019.
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Another significant school funding change is establishing current-year property values to determine
state funding and recapture under the Foundation School Program. The traditional approach for the last
30 years has been to rely upon prior-year state property values as determined annually under the
Comptroller’s State Property Value Study (Section 403 of the Government Code). The change in House
Bill 3 calls for using current-year property values as determined by the Comptroller’s Property Value
Study, without an explanation as to how the property value study is to be completed on a real-time basis.

If the freeport exemption is granted by 1ISD, formula state aid calculations would be based on a property
value that had been reduced by the freeport exemption amount, other things being equal. Generally, a
reduction in property value results in an increase in state M&O funding that is typically equal to, or very
similar to, the amount of local taxes that would have been generated on the lost taxable value in the tax
year of the adoption of the freeport exemption. The impact on debt service taxes is similar, although not
quite as efficient as a result of how the state’s debt service equalization programs operate. However,
IISD is not eligible for any state facilities assistance and the related 1&S tax revenue loss is expected to
be a recurring one.

Revenue Projection Baseline Models

Moak, Casey & Associates prepared two school district revenue models for the purpose of calculating
the potential state and local revenue losses for school districts considering adopting a freeport
exemption. The first model assumes that all existing freeport inventory is taxable. The second model
excludes the existing inventory from the overall taxable value. The difference in the two models (state
and local revenue) estimates the potential revenue loss to the school district.

For the purposes of our projections, Moak, Casey & Associates used its revenue model to assess the M&O
and I&S revenue loss to IISD were the exemption to be in effect in the 2019-20 school year. All data
related to the state and local formula funding are based chiefly on District estimates for the 2019-20
school year. From these base estimates, the estimated $155,043,947 in freeport inventory is deducted
to isolate the impact of the freeport exemption.

Operating Funds (M&O)

Table 3 displays preliminary estimates of changes in state and local revenue for operations in the 2019-
20 school year that would occur if the freeport exemption for 1ISD were first effective for the 2019 tax
year. The District, if the freeport exemption were granted, would not have an estimated total M&O
revenue loss during the 2019-20 school year.

Debt Service Funds (1&S)

If the freeport exemption were granted, 1ISD would have an estimated 1&S loss $424,731 the first year
of the exemption, until other taxable values in the district increase to offset the lost value due to the
freeport exemption. As noted previously, 1ISD is not eligible for state assistance for its debt service
through the state’s EDA and IFA program, so there is no 1&S tax revenue-loss offset made by these state
programs.

Total Impact on District and Companies

When both operating and debt service funds are considered, the total impact on the District in 2019-
20 is effectively a loss of $417,391 in total M&O and I&S revenue for the existing freeport-eligible
inventory. The breakdown by company of the share of the revenue loss is shown in Table 4.

10
Warl: Session
hibit HI-A
Impact of Freeport Exemption on Irving ISD-Preliminary Report Page 7 of 16 A#achment 1

ge 8 of 17



11



February 2020

Reimbursement Payments

The short-term economic loss to IISD may be contrasted with the long-term economic benefit to
business taxpayers. Given that IISD cannot repeal the exemption once offered, the taxpayer is
guaranteed a permanent reduction in future taxes on freeport goods. With this incentive, it is not
surprising that many school districts have turned to the taxpaying business community for specific relief
from negative revenue impacts. Some districts have been willing to forego this opportunity, but most
districts adopting the exemption in the past several years have requested and received reimbursement
from affected businesses.

Several districts, including Grapevine-Colleyville, McKinney, Garland, Plano, Mesquite, Richardson, and
Waco, Victoria and Del Valle ISDs, have adopted freeport exemptions with provisions for initial offsetting
payments from the corporate sector to the district. These payments have eliminated much of the short-
term negative impact of adoption of a freeport exemption. These payment agreements are generally
based on an after-the-fact calculation of specific revenue losses resulting from the adoption of the
freeport exemption. Through this process, districts are substantially “held harmless” from revenue
losses incurred by adoption of the freeport exemption, with the revenue protection for a multi-year
period in a number of cases.

The payment agreements for reimbursement were entered into with individual companies and were
signed before adoption of the freeport exemption by the school district. The payment agreements
committed the district to adoption of the freeport exemption. McKinney and Plano 1SDs required an
initial cash donation, as well as specific payments.

Given that the payments are, in effect, donations by the companies to the school district, both the timing
and the amount of the payments may vary substantially from one district to another. For instance, in
one district each company might pay the actual amount of its revenue gain, while in another district a
few companies might decide to bear the entire amount of the revenue loss. Many other examples
resulting from actual negotiations could supplement these illustrative approaches with affected
companies. There are a variety of forms that such an agreement could take. In the payment plan
developed in most districts, however, the companies take responsibility for the revenue loss based on
their share of the current freeport inventory, as described in Table 4 below.

Economic Development

The economic impact of the freeport exemption is limited to specific commercial or industrial concerns
with high levels of inventory destined for out-of-state sale. For these companies, the impact can be very
significant.

The projection of economic impact depends on a wide variety of factors, including available warehouse
space, alternative uses of raw land, overall economic factors, and other matters. A full projection of these
matters is beyond the scope of this report.

If positive economic development takes place in IISD as a result of adopting a freeport exemption,
increased property values may offer at least a short-term boost in school revenue in some cases,
although the changes in House Bill 3 make this very unlikely. In many instances, the location decisions
of a single major facility may have a positive impact locally. However, based on the experiences of other
school districts in the area, generalized assumptions of economic growth attributable to freeport
exemptions should be treated with caution. The current formula structure also tends to neutralize these
gains for most of a school district’s M&O tax effort.
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expected to be made up by the state through the debt service equalization programs. The extent to which
this potential policy impact will occur is beyond the scope of this report but must be acknowledged as a
potential impact on 11SD.

Conclusion

This report has attempted to address the financial impact on IISD of a freeport exemption if it had been
adopted for the 2019-20 school year. Based on these estimates, IISD faces a financial burden from
adoption of the freeport exemption, concentrated in its I&S revenue used to pay the debt service taxes
on school district bonds. The loss could be offset through reimbursement agreements, as discussed in
this report.

While reimbursements are expected to be required to protect IISD from any revenue losses as a result
of adoption of the freeport exemption, the companies receiving the freeport exemption will experience
a substantial long-term benefit. The freeport exemption provides a permanent exemption on eligible
inventory, which is a significant benefit for many manufacturing businesses.
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Receive Presentation of Fine Arts Program

Fine Arts Administrators will present an overview of their programs, including
growth and improvement strategies.

Attachment:
e Presentation of Irving ISD’s Fine Arts Programs
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Fine Arts All-City Initiatives
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Fine Arts All-Region Process
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Master Classes

Exhibit 11l.B

February 18, 2020



Fine Arts UIL Competition & Assessment
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Fine Arts Program Growth & Development
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Fine Arts Swimming Programs
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Receive Presentation of Athletic Program

Athletic Administrator will present an overview of the programs, including growth
and improvement strategies.

Attachment:
e Presentation of Irving ISD’s Athletic Program
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Athletics- Swimming

Achievements
* 2 Individual District Champions
* 11 Relay Team Regional Qualifiers
* 14 Individual Regional Qualifiers
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Athletics- Wrestling

Achievements
e Nimitz District 3-6A 3t Place
* 1 Individual District Champion
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* 14 Individual Regional Qualifiers
* Irving, MacArthur, & Nimitz

( February 18, 2020 Exhibit 111.C

IRVI NG Independent School District



Athletics- Soccer

Achievements
* Irving HS Boys- 10-2-1 Record

* Key Wins: Duncanville, Highland Park, Prosper Skyline,
Coppell, Lewisville
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* Sights Set on State
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https://vimeo.com/390085096

Athletics- Basketball

Achievements

* MacArthur Girls- District 6-6A Champions
* Sarah Andrews, Hannah Gusters- 2020 Baylor University Scholarship Recipients
 Hannah Gusters, 2020 McDonald’s All-American
< 252 9 mm#’* e P o
Q.

* MacArthur Boys- Currently 229 Place, District 6-6A
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Athletics- Growth & Improvement

Off Season

* How are we getting better?

ACCOUNTABILITY

DISCIPLINE
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